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. . ANNOUNCEMENT OF ANNUAL RESULTS -
‘ ’ : FOR THE YEAR ENDED 31ST MARCH 2005

i 2. OPERATING PROFIT

The operating profit is artived of after charging/(crediting) the folfowing:
Year ended 315t Mare
2008
USS million Usym

Depreciation charges
owned assets , . 18,
“ leased ussets [}
Ameortisation of teasehald laad pryments
Loss on disposal of tangible assets
Gain on disposal of subsidiarics
Gain on disposal of asscis held for sale

s
ECIR RS

|
|

3. NET RECEIPTS FROM AN INDEMNIFICATION CLAIM

In Scptember 2004, the Group and Lucent Technotogies Tnc, (*Lycent™) sgrecd 1o sitte a claim madé by the ¢
selating (o certain indemnifications previously pravided by Lucenl and Lucent Technologics Consumer Products
in connection wilh the acquisition by the Group of certin assets and liabililies of Lucent's Wired Consumer Pre

Business in 2000.
The ditectors of VTech Holdings Limited {“the Company”). announce (he audited resulls of the Company and iis Net receipts of US$6.7 million, sfter deducting incidental cxpenics, were received by the Group pursuts 1
subsidiaries (“the Group”) and associates for the yeas ended 3 ist Masch 2005 together with the comparative fipures setlcment and were credited 1o the consolidated income stalcment during the year snded 3151 March 2005,
for the previous year as foilows:
: 4 NET FINANCE INCOME
CONSOLIDATED INCOME STATEMENT
Year ended 331 Mart
Vear ended 31st March o -
2005 2004 USS million  USS .
Note US$ million US$ miltian Interest expenses on bank loans ond overdsafis which are:
— Wholly repaysble within five years 0.2)
Revenue . 1 1,022.0 915.2 — Not wholly sepayable within five years SR
Cost of sales - (693.2) (633.9) .
. Intesest income L3
_Gross profit : - 3188 2813 : Lo
Selling and distribution costs ’ (182.6) (150.7)
Administrative and other operating cxpenses {51.7) 47.9) 5. TAXATION
Research and development expenses . (38.5) 33.2)
. Net receipts from an indemnification claim 3 6.7 — Year :;&esa 35t Mare
USS million . USS »
Operating profit . 1&2 62.7 495
Ne1 finance income 4 ) 10 0.4 Cursent 12x
Share of results of associates - — — Hong Kong 55
-_— — Oversens ) 16 -
Profit from ordinary activities before taxation ' 637 9.9 0"_’3"’;,’:’::,2’;:“’“‘ of prior years ©
Taxalion - 5 {6.8) 3.6} — Ovencas BN{AY
Deferred tax .
463 — Origination 2nd reversal of lemposary diffeicnces E 02

Profit attribulable to shareholders

: . 5.8
Interim dividend. - . 6 2.3 68 ...
Final dividend 6 273 153 : :
. Tax on profits has been calculated at the rates of (axation prevailing in he countrics in which the Group ope
. Earnings per share (US cents) i 6. DIVIDENDS
— Busic 252 205 :
— Diluted : 249 205 ~. ) " Yeor ended 31st Mar
. : 2008
USS mitt USS 1
NOTES TO THE FINANCIAL STATEMENTS ) miltion U331
1. SEGMENT INFORMATION Interim dividend of USI.0 cent (2004: US3.0 cents) per share declared and paid 23 .
Revenue represents wrnoves of the Group desived from the amounts received and receivable for sale of goods and Final dividend of US12.0 cents (2004: US7.0 cents) per share proposed after the
tendering of services 1o third partics. balance sheet date 73
The principal activily of the Group is the design, distribution of consymer ics products. The .
telecommunication and electronic producis business is the principal business segment of the Group. The final dividend propoased after the balance shezt dnte has not been recognised us a liability 81 the bélsoa
Primary Feporting format — basiness segments date.
7. EARNINGS PER SHARE
Year ended Mss March
Operating Operating The calcolations of basic and diluted eamings per share are based on the Group's profll attributable to shatehok
Reveriue Revenue  profilfitess)  profit/iless) US$56.9 million (2004: US$46.3 million).
004 200 2004

The basic eamings per share is based oo the weighicd avernge of 225.6 million (2004: 225.5 million) ordinary
in issuc Quring the year, The diluted earnings per share it based on 228.9 millivn (2004: 226.0 million) o
shares which is the weighted average number of ordinary shares in issue during the year after adjusting for the r

2005 2
USS$ million US$ mittion U5$ million 53 miflion

313“»’33'3.",'::""" e lectronic products lm?%r 91;2 6;'; 53'; of dilutive posentia) ordinary sheres aising from the obisianding warrants and under the employee share
Unatlocated corporate services * — ~ (0.6 63) scheme.
- DIVIDENDS
1,022.0 915.2 62.7 49.5

The Board of Directors have recommended the payment of u final dividend of USI2.0 cenis per ordinary
payable on 301h August 2005 (o sharcholders in respect of the year ended 31st March 2005 whose names app
the regisies of members of the Company as at the close of business on 12th Augus( 2005 subject {o the approval
Although the Group's business segments are managed on a workdwide basis, they principally operate in the [ollowing  shareholders of the Company at the forthcoming annual gencral nieeting.

geographical arcas:

Secondary reporting format — geogrophical segments

. ) - . The final dividend will be paid in United States dolars save that those sharcholders with a registered address in
Nerth America — the ions are the di of and electronic products. Kong will receive the equivalent amount in Hong Kong dollars and those regisiered in the United Kingdoi
receive the cquivalent amount in Sterling both calculated al the rates of exchange o3 quoted 1o the Company |
Hongkong and Shanghai Banking Corporation Limited ot its mid rate of exchange prevailing on §9th August

Europe — the operations are principally the distribution of felzcommunication snd electronic products.

Asia Pacific — Ihe Group is headquartered in the Hong Kong Special Administrative Reginn and the Group's

principal manufacturing operations are located in mainland China. CLOSURE OF REGISTER OF MEMRERS
Year ended 35t March The register of members of the Company will be closed from 8th August 2005 ta 12th August 2005, botl
Operating Operating  inclasive, during which period no transfer of shares will be effected.
Revenue Revenve  profitfloss)  profit/(loss)

2005 2 2005 2 In order to gualify for the final dividend, all transfers of shares accompanied by the relevant share certificates
USS wmillion  USS million  US$ million  USS million  be Jodged with the sharc registrars of the Company no later than 4:00 p.m., the local time of the share registr
Friday, Sth Augusi 2005. :

Nonh America 621.1 6818 19.7 437 N

Europe 336.0 200.3 32 84 The principal regisirar is Butierfield Fund Services ( Limited, bank Centre, 11

Asia Pacific : 45.9 a4 52 (58)  pembroke, Bermuda; the branch registrar in the United Kingdom i¢ Capite IRG Plc, Bourne House, 34 Beck
Others 12.0 97 48 32 Road, Kent BR3 4TV, DX91750, Beckenham West, United Kingdom: and the branch registrar-in Hong K

: . Computershare Hang Kong lavestor Services Limited, 461h Floor, Hopewell Centre, 183 Queen's Road East.
1,022.0 9152 621 95 Kong.
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CHAIRMAN’S STATEMENT

1 am pleased o report that the full year results for the financial year 20035 were befier than we expected when we
announced our hall year results in November. 2004. The Group's Electronic Learning Products (ELP) and Contract
Manufacturing Services (CMS) businesses achieved better than expected growth for the full year, helping to offset an
unsatisfactory performance from our telecommunication products business in the Uni . Through
management cfforts, the difficult situation of the telecommunicalion products business'in the Uriited Staies, was

brought under contro! and, following a series of ralionalisalion measures, its US operations are becoming more

effective and :ﬂ'cmnl
Results

Revenue for the Group increased by 11.7% over the financial year 2004 to US$1,022,0 million and profit atiributable
to sharchiolders, including US$6.7 million non-recurring income arising from settlement of an indemnification ctaim,
increased by 22.9% to US$56.9 mitlion. Earnings per share rose 22.9% fo US25.2 cents. This has sllowed the Board
of Directors to propose @ higher final dividend of US12.0 cents, giving a tofal dividend for the year of US13.0 cents
pes ordinary sharc, compared to US10.0 cents for the financial year 2004, represeating an increase of 30.0%.

Operations

The financial year 2005 was for our products business, as our products were nol as
competitive as other major players in the US market on both product design and price, which resulted in lower sales
that undermined @ stong performance in Europe. Over-optimistic sales projections for the US market led to higher
overheads and operating. costs, resulung in operationg] mc(ﬁmncy, which further :mpacled profitability of the
business.

To reciify the problem in the United States, management of the business was changed while operations began the
process of streamlining and rationalisation. Greater emphasis has been put on understanding relailer expectations to
ensure product désign and features correspond to consumer preferences. Through our efforts, the situation at the US
operations was mcceu(ully brought under cnmml in rhc second half of the financial year 2005.

In January 2005. the Groug took en industry lead in § in the 'US cardless
phone markel by Isunching its first Voice over Internet Protocol (anl‘) 5.8GHz cordless phone with Vonage, and its
first VolP 2.4GHz cordless phone with Skype. The Group is now developing an entirely new range of more ¢ost-
cifective products tha meet retailer expy and consumer requi swhich will be introduced in early 2006.

In contrasi with ihe telecommunication products business, the ELP business has proven its successful turnaround with
2 strong rebound in both revenue and profitability. The V.Smile TV Learning System was enthusiastically received
by retailers and consumers, garnering numerous lop awards, and is cnablmg us 10 strengthen further our position in
Europe while rcbulldlng sales in the United States,

“The attraction of this new product platform, which in February 2005 was joined by the handheld model V.Smile
Pocket, is greatly cnhanced by highly interactive software using licensed children’s characters, which now comprise
& Vibrary of 27 fittes. In support of V.Smile, VTech hes also committed more promotional dollars than in the past,
mzking this product fully competitive from a marketing perspective.

Despite the importance of V.Smile, which we see as a key growth plaiform, our traditiona} product lifies alse
performed well during the financial year 2005. The Group is commitied to maintaining a broad ELP range, focusing
on the growing infant and pre-school segments.

The CMS business remains & stcady contributor to the Grotp revenue and profit. In the financial year 2005, the
business achicved record revenue and higher profit, and its tevenue growth was much stronger than the global
Electronic Manufacturing Services (EMS) industry, This outperformance testifies not only to our abilily to deliver
quality products, flexible and. reliable service, bul also to our success i maintaining margins while passing on

" savings to customers. The invesiment in R&D has paid off, with R&D refated services increasingly driving sales,
while the business has seen success in goining & new customer in the indusirial printing sector. The business is also
moving towards compliance with the Restriction of the use of certain Hazardous Substances in electrical and
electronic cquipment (RoHS), a Evropean Union environmentat directive that takes effect in july 2006.

Management Changes '

During the financial year 2005, 1 assumed the role of CEO of the tetecommunication products business following the
departure of Mr. James C. Kralik. In December 2004, Ms. Edwin Ying, former CEO of the ELP busincss, made the
decision to resign and subsequemly Mr. Albert Ll:e our Deputy Chairman (ook up the role.

New Manofacturing Facilities
Manufacturing facilities in mainland China have been increasingly migrating infand to be closer to untapped tabour
pools, which uitimate!y reduces operational costs. During the financial year 2005, the Group decided 1o cstablish ils
third manufacturing plant in Qingyuan city in the northern part of Guangdong province. The new 45,000 square metre
facility will initialy be used for supplying the plastics needs of our te)ecommunication products business. The ptant
is expected to stast operations in the fourth quarter of the calendar year 2005,

Although VTech has currently not been affected by the tight supply of labour and electric power in the Pearl River
Delta, where its manufecturing facilities are located, fhie ngyuan facility offers ihe ability 1o relocate some
processes to an arca of fower cost if required.

Outlook — Cautiously Optimistic

VTech's mission is to be (he most cost effective designer and manufacturer of inovitive, high quality consumer
elecironics products and 1o distribute them (0 markets worldwide in the mos! efficient manner, We remain optimistic
about the outlook of the financial year 2006, but this is tempered with cavtion in view of a number of factors.

The US cconomy appears Lo be on a reasonably fifm fobting, but rising short lerm interest rates and stubbornly high
oil prices may at some peint dampen consumer spending. The Group also faces potential challenges from rising resin
prices and from RoHS compliance, which will increase the cost of manufacturing for products shipping 1o Europe and
Japan. In addition, a potcniizl upward revaluation of the RMB would increase our operating costs, while a weakening
of the Euro and Sterting may also affect our resulls, although forward foreign exchange contracts are used 1o hedge
certain exposures.

Nonetheless, the Group's three core businesscs are w:ll placed for the future, albeil with fundamentally diffecent
challenges and opportunities. The telecommunication products business is now on much more stable footing, with a
lower cost structure and & pipeline of ‘mose competitive products under development. We will continue (o teverage
our dual brand strategy, using both the AT&T and VTech brands to develop products for different market segments.

Following the re-engineering measures, we expect the profitability of the telecommunication products business 10 be
tmproved in the financial year 2006. Revenue, however, is expected to suffer in the short term and will not refum to a

growth path until the financial year 2007, wheh the revamped products hit the shelves in the US market in carly 2006,

This is despite further cxpansion in Europe, which will support sales.

We expect the strong momentum for the ELP business o confinue in the financial year 2006, We will develop and
expand the V.Smile product range, which provides 4 good platform for future growth. Although compeling products
are beginning to appear, we belicve we have a head start in product awareness and that V.Smile offers the superior
interactivity and soltware choice which will allow it to remain the market leader. We will invest further in R&D 10
increase the number and variety of Smartridges, and continue Lo négatiate license agreements to expand ous portfolio
of children's characlers, We will also continue to invest in our traditional product lines and to support all our
products with the promotional dollars required to make them compeliing from a marketing perspeclive.

The global EMS industry is stil! in an uptrénd and is expected to deliver further growth in the financial year 2006.
VTech’s CMS business is well it to 1ake of this situation 1o deliver top and boltom line
growth, given its stable customer base and efficient cperations. The pi 1o meet RoHS requi will
Continue to be a major focus and new market segments will be developed. Input costs are forecest to remain stable,
although manufacturing costs will 1isc as a result of RoHS. The CMS business will work to maintain margins thiough
strict cost control and working closcly wilh material supplius,

Finally, I would like (o thank my fellow dircctors and scnior management, as well as all VTech employees for (heit
ta cnsuring for the Group. My appreciation also gocs out 10 our sharcholders,
bankers and business partners for lhe\r invalusble suppont.

Looking ahead, 1 belicvi VTech has an improved cost structure, enhanced product ranges and the righl management
to allow the Group 1o lise on its corc ies to achicve continued progress, and bring solid long-term
retums 10 sharzholders. )

Ntech  p,
VTech Holdings Limited ~ "
REVIEW OF OPERATIONS
Telecommunication Products

The financial year 2005 was a year fos the products business. Revenue fell by 10.9%
1o 18$612.5 million du: to the unsatisfactory performance in the US marker, which outstanding results in the
E\smpean marke! were unzble to offser. Profitability of the busincss was substantially alfccted dy the
underperformance in (he United States. In the financial year 2005, the business accounted for 59.9% of Group
revenue, compared io 75.1% in the financial year 2004.

Unsatisfactory results in the United Siates

fn North America, revenue declined by 23.6% lo US$475.3 miltion, accounting for 77.6% of the t1oa)
telecommunicalion products revenue, compared 10 90.5% in the financial year 2004, The decrease in revenue was
maiaty the result of lower sales in the United Stntes, as our phones failed to compeie on both product design and
price. Over-optimistic sales projections aiso fed 1o highes overhends and operaling costs, resulting in operstional
inefficiency which furiher impacted profitabitity.

Comprehensive Measures io Reciify the Problems

Management moved swiltly to identify and address the probiems, so that the situation was successfully brought under
contro! in the second half of the financial year 2005. in November 2004, Mr, Alian Wong, Chairman and Group CEOQ
assumed the role of CEQ of the l:lecommumcanon ploducls business, following the departure of he former CEO,
Mz, James C. Kralik. A and broad-based imp: was put in place to re-engineer all
processes worldwide, with the aim of managing the brands better, channet

demand more accurately, rationalising product design and development and raising productivity. The business alm
moved to sireamline operations and tighten cost control globally.

More specifically, overheads were reduced 1o hring them in line with the level of sales, Product mansgement,
marketing cnmmum:auons end channel marketing functions in the US soles offices began o process of integration to

ion, thereby improving prodect offerings and marketing. Product design nnd development
began 1o be consolidated to Hong Kong to shosten the product development cycle. Greater emphasis has been put on
understanding retailer expectations to ensure product design and features correspond (o consumer prefercnces. A
revamped product line is being developed and will be introduced in early 2006.

Strang Peiformance in Europe

Despite the challenges in the United States, VTech continued (o moke progress in déveloping the Evropean markets,
where revenue rose strongly by 102.2% over the financial year 2004 to US$112.8 million. Europe, in the financial
year 2005, accounted for 18.4% of the total telecommunication products revenue, compared to 8.1% in Lhe financial
Year 2004,

VTech is supplying products to the leading fixed-line tefephone operatoss on an Original Design Manufocturing
(ODM) basis. The European business is benefiling from ihe increasing opening of the markets. VTech will adopt the
same strategy to pursue opportunilies in markets ouiside Europe and North America.

VoIP Products — Tapping Longer Term Potential

In addition to geographical diversification, the business has been developing s range of productd for the VolP market,
which is beginning 10 grow rapidly. In January 2005, VTech announced the launch of the first VoIP 5.8GHz cordless
phone with Vonage, North America’s leading broadband phone service provider and the first VolP 2.4GHz cordless
phone with Skype, the leading free Internet telephony service provider worldwide, We expect these products 10 start
delivering & meaningful contribution to the business in the financial year 2007,

Electronic Learning Products

The ELP business recorded o strong performance in the financial year 2005, Revenue rose significontly by
approsimately 1.2 times or 115.1% to USS281.1 million following the welt ted roll out of the

V.Smile TV Leaming System. Supposted by effective and efficient operstions, prafitability rebounded smmy
During the financial year 2005, the ELP business accounted for 27.5% of Group revenue, compared 10 14.3% in the
financial year 2004.

Suctessfully Rebuilding US Sales

The successful launch of V.Smile has allowed the business to rebuild sales and rcgain lost shelf space gradually in the
US marke1, while furthes strengthening its leadership posilion in Europe. In the financial year 2005, revene from the
Norih American market rebounded sharply by mare than 3 times of 328.1% to US$108.3 million, accounting for
38.5% of totaf ELP revenue, compared 1o 19.4% of total ELP revenue in the financinl year 2004, Revenue from the
European-market olsa showed a robust increase of 60.3% to US$160.0 million, accounting for 56.9% of total ELP
revenue.

Successful Start for V.Smile

The V.Smile TV. Leaming System is a dynamic video game platform for childrén aged 3-7, comprising a console that
plugs inlo 2 together with i software cartridges, The product hit the shelves in August 2004
with a total of 10 “Smartridges™, including popular children's characters from four licensors: Disney, Marve!, Joester
Loria Group — American Greetings and Wamer Brothers.

The response to V.Smile from both he trade and consumers has been overwhelmingly positive, making it a “star” in
the ELP market worldwide, Not onfy have the consnles sold in greater vohumes than our initial forecasts, but the ratio
of Smartridges to consoles has alse been highes.

V.Smile won maore than 20 awards globally during the financial year 2005, including (e “Best Educationat Toy of
the Year” and the “Best Overall Toy of the Year” from the US Toy Industry Association; as well as the “Tay
Innovations Award 2005 — Learning Calegory”™ al the Nuremberg International Toy Fair. These are recognised as
the top industry awards worldwide.

The success of V.Smile reflects its well thought-through product design and aumcnv: sof\wam, whxch is educational,
fun, highly interactive and animated. The system provides the same fun for pre-school
children as that cnjoyed by older children, while parents are asscred of coniend that is neither violent nor
inappropriate in other ways.

Well-execured television, public relations and point-of-sale campaigns wese olso key factors in the success as they
effectively conveyed the excitement, leaming benefits and features to children, parents; other potential purchasers
and infuencers. Trade confidence in VTech was enhanced, providing a good foundation for future growth, Support
from the licensors in both software development and marketing was also crucis} to the outperformance.

In February 2005, the business announced the launch of the handheld version, V.Smile Pockél, using the same
Smartridges. YTech also introdeced 17 new Smartridges that included popular children's characiers from existing
and new licensors, namely WIT Entertainment, Nickelodeon and Sesame Street, adding further svenues of growth (o
this product platform.

Growik in Traditional Product Lines

Alongside the stunning success of V.Smile, the traditional product lines recorded respectable growth in reveaue in
both North America and Europe. n the financial year 2005, the Group continued to invest in sirengihening the
traditional product lines with o focus on the growing infant and VTech remains to
providing 1 broad portfolio of ELPs 1o consumers that combine lcarmng and fun in new and exciling ways.

Eﬂecuvc Cost Contre!

In addition to the salcs increase, cffective cost controb il to the ial risg in pi ity for the ELP
business. In particular. the Group faced the pressurc of higher resin prices, which was mlngmcd by the adoption of
multiple cavity moulding (hat enhanced operational efficiency.

Development of New Markeis . .

* During the financial year 2005, progress was made in developing new markels such as Scandinavia, Where inilial

sales were small but encouraging. The China market remains under development and progress has been relatively
stow due to its fragmented nature, different cultural attitudes towards cducation and comparatively low average
income Ievels
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Contract Manufacturing Services : . As at 31st March 2005, the net cash increased to US$123.7 million, up 20.6% from USS$102.6 million at

: year-end. The Group is substantively debt-free, cxcopt for certain interest bearing linbilities amountit
The CMS business delivered encouraging resulls in the financial year 2005, achieving record revenue and higher  million, of which USS$0.1 miltion is repayable within one year and USS50.1 million is repayable within -
profit. . . Group's borrowings are denominated in Evro and United Sidtes dollar and are on fixed-rate basis. A

- : . : : USS0.1 million of the 10tal gross interest bearing liabilitics is secired against equipment.
Revenue increased by 32.0% over the financial year 2004 to US$128.4 million, nccounting for 12.6% of Group . .

revenue, compared 1o 10.6% in the financial year 2004. The percentage increase in revenue Wis markeily higher than  Treasury Policies
the growih of the global EMS indusiry. This performance reflects VTech's suceéss in defivering cxceptional service -

to ts core focus of small and medium sized customers. The objective of the Group's treasury policies is to manage ils exposure to flucluation in foreign curres

rates arising from the Group's global operations. It is our policy noi to engage in speculative activit

Steong Demand from Existing Customers foreign exchange contracts e used 1o hedge certain exposiies.

m tise jn revenud was driven by strong demand from existiog customess, led by the well Zotablished power supply
udio ments, which together accounited for over 60% of the tota) CMS l:v:nu: A pew
cuslum:l in the mduslnnl printing sector also contributed 1o the sevenue gmwlh

Working Capital . .

The stock balance 2s at 31st March 2005 increased by 29.2% over the balance ai 3!st March 2004
million. The turnover days increased from 69 days to 78 days. The increasc in siock leve! was primari)

Encouraging Resuls from R&D Investment the increased demand for ELPs and V. Smile in the first quarter of the financial year 2006, The stoc

VTech's § in offering a y P ive R&D service (0 cusiomers also began to show results, helping to relation to other businesses remnin_cd_ at a similar level to the previous financial year. The teade debtors
drive the outperformance of the CMS business. In the financial year 2005, the R&D centre in Shenzhen came into full 518! March 2005 was U5$162.3 million, an increase of 18.0% as compared to thot reported for the previ
operation, As a resuli, the business not only helps customers improve pioduct design from a cost and quality ~ Yeur. The tumover days increased from 60 days in the previous financial year to 65 days in the financi.
perceptive, but also Lakes, initial concepts from first design (hrough to full produiction. During the financial year 2005, 11 increase in rade debtors was mainly due 10 an incréase in sales at the ELP bysiness in the fourth ¢
approsimately 15% of CMS revenue wos derived from business having an R&D element. financial year 2005 compared 10 the same period of the previous financial year, despite a decrease it

telecommunication producis business for the same period.
Geographically, Europe continued |o be the largest market of the CMS busmcss, :\ccmml\ng for. 49.2% of the total . .
CMS revenue, followed by the United Stales at 27.7% and Japan &t 17.2%. Capital Expenditure

Good Overheads Costral For the year ended 31st March 2005, the Group invested US$21.5 mitlion in plani, machinery, equipme
systems and other tangible assets. All of these capitsl expendilufes were financed from internal Tesow
During the financial yeu 2003, the business was able to nchlcve a higher profit, despite 2 slight decline in gross

rnugms due 1o changes in producl mix and pricing pressore froni customers: This was inainly because of the success Capnlal Cnmmnmenls and Conlingencies
in controlling fixed overheads in spite of higher volumes. Raw materials costs during the period were little changed o .
over the previous financiad year. In the previous financial year, the Group had commilted to the implementation of a new global cnterpr

planning system to enhance the supply chain manegement. Most of the invesiment was incurred dusing

RotiS Compliance L  year 2005 ‘and was financed from internal resourees.

VTech is initiatives, To comply with the Directive 2002/95/EC on ROHS,  The Group expects to invest approximately US$48 million on capital expenditore in the financist yenr?
which will become mandnlnry in the European Union in July 2006, the CMS business had started as early 5 200310 he finantial year 2005, the Group decided to establish o new manufscturing plant in Qingyusn city in
improve its manofacturing process..in mid-2004, teams were stablished to work with major on past of G g province. The plant is expected to stast operation in 1he fourth quarter of the caend

selection, 1o enable the business to speed up the process of compliance. and the capital investment for the new plant in the fnancial year 2006 s estimated ot opproximately US

. . . . n . N . 1t will be financed from internal resoorecs.
Currently, the business is working with fous of the top five customers and it targets to achieve fulk compliancé in the

first quorter of the calendar year 2006, ahead of the industry. As of the financial year end date, the Group had no material contingencics.

REVIEW OF FINANCIAL RESULTS Employees

Revenue . - : . .
As at 315t March 2003, the Group had dpprosimately 22,700 employees, an increase of 15.2% from |

For the yeas ended 315t March 2005, the Group reported a revenue of US$1,022.0 million, representing a growth of ~ Previous financial yeor. Employee costs for the year ended 375t March 2005 were approximately USS10

US$106.8 million or 13.7% over the previous financial year. In contrast to the severe challenges faced by the  -€oMPparcd to USS99 million in the financiat year 2004. The increase in Lhe number of employees w.

telecommunication products business n the US market, the ELP business recorded subsiantia) growth with o 115.1% | Fesponse 1o the sales increase at the ELP and CMS businesses.

year on year increase in revenue to USS281.1 ihillion. The growth was attributable 1o the success of its revamped

product lines, in particular the exceptionally strong demand for the new V.Smile TV Learning System. The Group has stablished an incentive bonus scheme and o share option scheme for its employess,

. benefits are determined based on the performance of the Group and individual employ::s

The revenue from the telecommonication products business declined by 10.9% to USS$612.5 million due to
underperformancé in the US market, although the siluation was partly alleviated by further progress in its CODE ON BEST PRACTICE AND CODE GN CORPORATE GOVERNANCE PRACTICES
development of the European market, where sales increased by 102.2% over the previous financial year. . .
VTech is committed to maintaining a strong system of corporate governance so thal al) business b
For the CMS business, revenue increased by 32.0% over the puvmps financial year, reaching US$128.4 million asa  dccision-making can be properly regulated. The Stock Exchange of Hung Kong Limited has promulgated
result of strong demand from existing customers and its ability to offesr comprehensive R&D services to customers. on Corporate Governance Practices (the “Code™) which came into effect in Janvary 2005. The Company
The rise in revenue was mainly driven by the power supply and professional audio équipment segments. put i place corporate governance practices to mect all the provisions of the Code except for the comi
Chairmar and Chief Executive Officer. The Company has also complicd with, to a certain extent, (he rt
The Group's revenue continues to desive from ihe three core businesses as follows: 59. 9% from lelccummumcaucn best practices in the Code. Throughout the year ended 31st March 2005, the Company complied with
producis, 27 5% from ELP and 12.6% from CMS. . | . - Best Practice a5 set out in Appendix 14 of the Rules Governing the Listing of Securities on The Stock
. P - Hong Kong Limited (“HK Listing Rules”™) except for the appoiniment of non-exccutive directors for a s
Norih America continues to be the largest markei for the Group. Revenue from this market accounted for 60.8% of despite the onc-third rotational provision (other than the Chiairman) under the existing Company's Bye-
he Growp revenue fos the financiat year 2005. Eiope and Asia Pacific accourted for 32.9% and 4.5% cespectively.  forthcoming annual general meeting, tie directofs propused a special resolution 10 amend the existing
: - . * ~~the Company 50 that cvery direcior is subject 1o retirement by rolnhon a1 Jeast once every three years | in
with the provisions of the Code.

Gross ProfitMargin . g

The gross profit for the financial year 2005 was US$328.8 million, an increase of US$47.5 million compared 1o the  pyRCHASE, SALE OR REDEMPTION OF usr'ED SHARES *
US$281.3 million gross profit recorded i the previous financial year. Gross margin for the year improved from e
30.7% 10 32.2%. The increase in gross margin was due 1o the change in sales mix, the success of the V. Smile TV

‘TheCompany has not redeemed any of its shares during the year. Neither the Company nor any of its sub
Learning Sysiem and effort in

purchased or sold any of the Company's shares during the year,

Operating Profit AUDIT COMMITTEE
The operating profit for the year ended 3151 March 2005 was US$62.7 million, an increase of US$13.2 mitlion over
the previous financial year. Curren year's operating profit included 3 non-recurring income arising from sitiement
of an indesnnification claim amounted to US$S6.7 million. Excluding such income, the operating profit increased by
US36.5 million, or 13.1%. This impsovement mainly came from improved gross profit and gross margin.

The Audit Committee comprising three indepe ive directors, has been established 10 nssi
of Directors in fulfilling its oversight responsibilities for financial reporting, risk monagement and ¢
internal controls and auditing processes. i also ensures that the Group complies with all appiicab
¢ regulations. Terms of reference of the Audit Committee which bave been adopred by the Audit Commiti
Selling and distribution costs increased by 21.2% from US$150.7 million in the previous financial year o US§182.6  on the Company’s website.

million in the financial year 2005, owing to increased spending on advertising and promotional activilies to foster _— ) ) ! ) )
sales of new products, as well o5 an increase in royalty payments to licensors for the use of popular cartoon characiers M- Raymond CH'IEN:is the Chairman of the Audit Commilice ond has the appropriate financiat ;

— for certain ELPs and V. Smile Smartridges. Distribution costs also increased in response to the increased volume of ~ S*Pertise. The Audit Committee meets ol lenst fwice a year to seceive reports from externol auditors,
producis sold. Administrative and other operaling expenses increased from US$47.9 million in the previous financia)  inierim and annual finsncial statements, and receives regular reports from the intesnal audit functions, 1
year to US$51.7 million in the financial year 2005, sepresenting an increase of 7.9%. These expenses include the deal with the matters of sigoificance arising from the work conducted since the previous meeting and are

related to the ion of a new global enterprise resources planning system 10 enhance the Chairman, Chief Compliance Officer, Chief Financial Officer and external auditors.

supply chain and management processes. Nevertheless, the amount of administrative and other operating expenses as .
percentage of Group revenue slightly decreased from 5.2% in the previous financial year (o 5.1% in the financial year ~ MODEL COPES FOR SECURITIES TRANSACTIONS
2005,

R . The Company has adopted the Model Codes as set out in Appendix 10 of the HK Listing Rules and
During the financial year 2005, the apprecistion of the Euro, Sterling, Canadian dbliar and other currencies against  Chapter 16 of the Listing Rules of the Financial Services Authority in the United Kingdom regardit
the US dollar gave rise 1o 2 net exchange gain of US$3.3 million, compared to a net exchange gain of US$5.0 million  transactions by direciors and senior management in relation o the accounting period covered by the An
in the previous financial year. In the firs half of the financial year 2005, the Group disposcd of the Mexican factory  After specific enquiry, all directors of the Campany confismed that they have complied with the requirec
and enfties that were acquired in 2000, as part of Lucen(’s Wired Consumer Phones Busmcss The Group realised & dezlings set out therein. .
gain of US$1.8 million from Ihcsc transactions. .

) - PUBLICATION OF DETAILED RESULTS ANNOUNCEMENT ON THE WEBSITE OF THE §
Research and development activities are vital for the long-term development of the Group, During the financial year EXCHANGE OF HONG KONG LIMITED B
2005, the Group spent US$38.5 million on research and development activities, which represented around 3.8% of T C .
total Group revenue, All ihe financial and other information of the Company required by Paragraphs 45(1) 10 45(3) of Appen

* HK Listing Rules in force prior to 31st March 2004, which remein applicable to results announcement §
Net Profit and Dividends : : . accounting periods commencing befose Ist July 2004 wnder the transitionel arrangements, will be ¢

The profit atributable to Shareholders for the year ended 3ta March 2005 was USS56.5 million, an increase of
US$10.6 million as compared 1o the previous financial yeas. Theie weré non-recurring receipts of US$6.7 million.  As al the date of this announcement, the Board of Disectors of the Company comprises Mr. Allan WOI
arising from setllement of an indemmification claim during the financial year 2005. The ratio of EBIT and EBITDA  (Chairman and Group Chiefl Execuiive Officer), Mr. Albert LEE Wai Kuen (Depury Chairman) arid M
to revenue was 6.1% and 7.9% respectively. . CH'IEN Kuo Fong, Mr. William FUNG Kwok Lun, Mr. Michael TIEN Puk Sun and Mr. Patrick WANG
all being independent non-executive directors.

website of The Stock Exchange of Hong Kong Limited in due course.

Basic earnings per share for the year ended 31st March 2005 were US25.2 cents as compared to US20.5 éents in the

previous fingncial year. During the yeur, the Group declared and paid an interim dividend of US1.0 cent per share, By Order of
which aggregated to US$2.3 million. The Board of Directors has proposed a finat dividént of US12.0 cenis per share, VTech Holdi
which will aggregate fo US$27.3 miltion. Total dividend for the year amounts 1o US13.0 cents per share, representing . "allon WON
an increase of US3.0 cents'per share or 30.0% from the previous year. ) Chair

Liquidity and Financial Resources .
. Hong Kong, 2204 June 2005

The shareholders’ funds as at 31si March 2005 svere USS203.3 million, o 25.0% increase from USS162.6 miltion

reported for the financial year 2004. The net nssets per share increased by 25.0% from US72.1 cents to US90.1 cents. Website: htip://www.vtech.com . - f




NOTICE OF\ ANNUAL GENERAL MEET]NG

\DTICE IS HEREDBY GIVEN that the annual gcncml m:elmg of shuehulde(s nl VTech Haldmgs Limited (the “Company”) will be hetd
on Friday, 12th August 2005 a1 3:30 p.m. (Hoog Kong-lime) at Lotus Room, 61li.Flver, The Marco Polo Hongkong Hotel, Harboar Cuy,
3 Cankon Road, Ts|rnsha|su1. Kowloon, Hung Kong in order to lransncl lhe followmg business:

.Ordinary, Business

1. Tv teceive and consider the nuducd finagcial s\alemcnu And lhe reports of the duectnxs ond audnurs fm the year ended 315t March
2, To declare & ﬁna] dividend. . - .
3 (=) To 1e-elect Mr. Michaé) TIEN Puk Suﬁ a3 Difector;

) To re-clect Ms. Patrick WANG Shai Chang 3 Director; . o
{©) To aushorise the Bcurd of Dlreclun to fix the remuneranon of the Dirsctors:
4, To re-appoint KPMG as the anditors and to nu(\huns: Lhe Buard of Diréctors to fix their r‘:muneralmm
Special Business : .

Resolutions 5 (0 7 will be proposed a5 erdinary resolutions of the Company and Resolution 8 will be proposed as a special resglulmu of the

Company: . B

5. “THAT: : ; . T

(2) subject-to the provisions of pnrugrapbs (b) and (c) below, the extrcise by the Directors of all (he powers of the Company to

repurchase ordinary shares of US$0.05 each in the share copital of the Compnny oo The' Siock Exchange of Hong Kong
Limited (“Hong Kong Stock Exchange”) subject to and in with all able laws and the p i of, in the
manner specified in the. Rules Governing the Listing of Secunne: on the Hong Kong Stock Exchnngc be apd is hereby
generally and unconditionally approved;

(b) Ihe aggregate nominal emount of shares hereby authorised 1o be repurchased by lhe Cnmpany pursuant to the approval in
paragraph (a) sbove shall not exceed 10% of the aggregate nominal amount of lhe shai capital of the Company in issue at
the dele of the annual general meeting at which this resolution xs passed: . .

{c) the authority hereby conferred on the Compuny puraunm to the nppmvn] in ynmgraph (a) nbave shall expire on the eerlier of
(i} the conclusion of the annunl general meeting of ‘the Company {0 be beld in 2006 or (ii) sach aulhcn)y given under lh:s
resolution being renewed, revoked or voried by ordmary resolution uf sha:clmldeu of the Compuny in general meeting.”

6. “THAT:

(2) subject to the pmwswnx of paragraphs (b) and (c) belnw lhe exeftise by thc Dm:clnrs ‘of nll the powers of the Cumpnuy to
ellot, issue and deal with additional suthorised and upissuéd shares in the cnpnnl of ihe Company and to meke or grant
offers, agreements and options, including warranis to subscribe for shares and othiéF rights'of subscription for or conversion
into shares, which might require (he exercise of such powers, bé aid is hcrzby g:nernlly and nncondluonally approved;

) the apgregale nominal amount of the share capital to be ullnncd 1sSu=d and dealt with by the. Directors of ibe Company
pursuant 1o the oppioval in paragraph {a) above, other than né 24 o0t ib paregraph (<) below; sholl not zaceed 10% of the
zgeregate nominal amount of the share capital of the Company in issue asdt the date of.the annvel general meéting of the
Compzny a1 which this tesolution is. passed and the suthority cobferred oni the Directofs pirsuant to paragraph {a). above.
shall expire on the earlies of (i) the conclusion of the ennual general meeting of the Company 1o’ be beld in 2006 or (ii) sich
suthority being revoked of varied by ordinary, resofution of the shereholders of the Company it general mecting, save. that;
in each case, this suthority shall allow tie Company before the €xpiry of this suthority 10 make o gtant offers, egreements
and options (mcludmg warranis 10 subscribe for sharés and other nghls of subscription for.or copversion into shares) which
would or might require shares to, be allolted and issued after such expiry and the Direciors iy allot, issue and deal with
the shates in pursuance of such offeis; agredinehis and options & if ihe mithority tonferied héreby bad not expired;’

{c) the provisions of paragraph (b) ebove shall oot spply to the 8ggregate nominal- nmuunl of shire capml allotted nud/or issued
or agreed 10 be conditionatly of. unconditionally issued nnd/or nncncd by the t to;

i) a rights issue where shm:s aré offeréd for a fided: penod to shnyeho]dexs propom:in to Ibclr then holdings of

shares on o fixed record date 1subjccl 1Y such exclusions of other annngem:nls ag the Directors may deem necessary

i io relation’ o or having regsid to any resmcl!ons (ot obligalions ander the laws

u( o the sequirements of :my xeccgmscd rcgulmury bUdy or. slcck :xchange in, any tersitory apphcuble to the
Company), or . .

ssmg "of Resolution 5 g this i 8 -niandate gmuad to the
Diréclors and for the.time being in force to exercise ol Ihe pr:rs of the’ Cc'mpan) io allot, issué and deal with additional shares
pursuant to Resolution 6 set out in the notice convcnmg this meeting be and is hereby exicnded by the addition 10 the aggregaie
pominal amount of the share capital of the Company which iy be oljoiled or Agreed 10 be cnndmonully or inconditionally allotted
by the Directors pursuant to such gencral mandate of an. amount r:prr.senllng the hpgrEgaté riominal amount-of the share capital of
the Company Tepurchased by the Company uinder, the: euthority granted” porstant - o Resolution 5 provxdad 1hat such extended
smount shall not exceed 10% of the dggregate nominel amount of Ihe share czpnnl of. xhe Compnny 1n 1ssué as ai the date of the
passing of this resoluuon

8. “THAT the Bye- taws of the Ccmpany be nmended 8s follows:

(a) By d:lenng Bye-| Iuw ]lZ(A) in its enurely nnd subslll\llmg lhelefm |he Iollowmg

“Notwif ing any other p iniihe byz “laws; ot Eatt anipual” gennal ting oue-lhud of the Directors for the .
time being (or, if lh:u numbes is not 3 mumple of three, (he: numbc mnrasl to _but Got® lcs: mm ohe-ihird) shali retire from
office by roiation.” . .

by »ln Byc faw 1]2(B). nddiﬁg the fdllowmg at lhe eod of lhe’wu 5

@A g thsbthe D»réﬂcrrbg ‘and” nfg! Hnéﬂy‘umnﬁns'eu’?d"w'\fn Ludn“ncu daeHMnu mlngs‘ by nw,' s‘hnll’ i (Ptéll’ absalun»'dlscranun“
deem fit in osder 10 effect and complele any of the foregoing. . EERRSN

As  the daie of this announcemént, ihe Bosrd of Dircctors of the Compdng. comprises Ms! Alian. WONG Chi Yon {Chsirman & Growp
Chief Executive Officer), Mr. Albert LEE Wai Kueh (Deputy Chairman) and Mr, Raymond CH'IEN Kuo Fung, Mr. William FUNG Kwok
Lon, Mr, Michael TKEN Puk Sun and Mr. Patrick WANG Shui Chung, el being md:pcndeni non- :xcc\mvc directors.

. . E By Osder of the Board
C - .+ VTech Holdings Limited

L. . CHANG Yu Wal

" L . ; . . Company Secrerary

S
Hong Kong, 220

Notes: .

1. Any meniber entitled

“sttend and vole is enul]ed to appom( one or mme pnmcs o Bll:nd and vme m his stead. A proxy need not

be o member of the Cumpnhy S A
2. To be valid, the form of pruxy musi be deposned wnh the Compzmy s ch:slm in Hong Kong. Compulershn{: Hong Kong lovestor
Services Limited of 46/F, Hmpewell Centre, 183 Queznn’s Roead East, Hong Kang not less mm 48 hours bc(me the time sppointed
for the annual gen:rnl m:el ng or any nd)oumm:nl thereof.

i The Register of Members of the Cumpany will be closed from Bth August 2005 t6 12th August 2005 {both dates mc]us.va) dunng
which period no transfer of shares will be effected: In order to qualify for the proposed finzl dividend, all transfers, accompanicd
by the relevant shore ceitificates should be lodged with Computershare Hong Kong Investor Services lened at the addn:ss
mentioned above for rcgmrnllon no.jater then 4:00 p.m: (Hong Kong time) on 5th Augnsl 2005

Website: Anp:liwvww, viech.com




